

























































































BUDGET AND FINANCE COMMITTEE MINUTES
Council of the County of Maui

December 5, 2005

assign a price into the various risks. And then above that, they add on, say, another
15 percent for their overhead and some for the broker’s commissions. So for us. . .the
County of Maui, the concept of self-insurance is that whenever possible. . .that we would
be avoiding this insurance because of the extra overhead and fund the deductibles and
retentions ourselves. And since 1990, because of inflation. . .this Administration believes
that raising the retention limits that is in the ordinances right now at 500,000 should be
raised up into a million. And also because we have the Emergency Funds, too.

CHAIR KANE: Ms. Johnson?

COUNCILMEMBER JOHNSON: Yeah, if I may, Mr. Chair. The, the other. . .question would
be because you’re looking at this, basically, as self-insurance and you’re looking at the
past experience as being very minimal over the last ten years, I believe, as to what we’ve
actually collected on, my question . . .(laughter). . . would be have you looked at raising
it beyond the one million dollars and looked at the cost benefit analysis on that basis
because we do have this other special fund?

MR. FUJITA: ...Yes, Ms. Johnson . ..

... I have in two parts on that question. The first part is that we looked at comparables.
The State of Hawaii has a 3.5 million dollar retention limit. For Honolulu, it’s at
2 million. The Board of Water Supply in Honolulu is at half-a-million, and the County of
Kauai is about a quarter million. So that puts the County of Maui, when you compare
these relative sizes and activities, at about a million. So when we just look at the
comparables, that points to a million dollar deductible. On the other side of the cost and
benefits—-if the million dollars is really a good number--we recently had insurance
quotation for the coming year. And there was a savings if we were able to raise that
deductible which is at the half-a-million dollar. And if we raised it up to a million, we
would save just about, like, 200,000. And this is pretty tight market nowdays because of
things like Katrina and these things that are occurring all over the world. The year
before. . .when we received the quotations on the insurance, the same difference between
the coverage that we have at the half-a-million, and we asked them for a quote at
750,000. For that year, the savings on the premium was about a quarter million dollars.
So it has been very good. And that’s why we think that the million dollars is appropriate.

COUNCILMEMBER JOHNSON: Did you also look at, like, 1.25 million or 1.5 million and
what would the additional savings be? Because, I mean, if you just . . .(laughter). . . Tan
the calculation out, if we’re paying it and if the likelihood of a claim is so minimal
anyway in terms of real property damage, 1 mean, you can’t really do much. I mean, if
you can’t build a playground . . .(laughter). . . for, you know, 750,000. . .I guess what I'm
looking at is the real construction cost because we’re talking about property.

MR. YOUNG: Yes, Ms. Johnson, actually in looking at whether the deductibles could actually

be raised higher, you know, of course it would be to our benefit on the cash-up-front side
to have a higher deductible. But we looked at the comparables for other entities in the
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State of Hawaii relative to their asset size, their deductible coverage. And from that
we’re, you know, we were, felt comfortable that the one million deductible was
something that was conservative, that risk management-wise you know we, we could still
afford a lot of coverage under our self-insurance program. Definitely the, in, the
Emergency Fund also went to provide a lot of confidence there as well. But we, we are
only asking for the ordinance to be amended up to one million dollar deductible as a
conservative measure. . .not to shock the conscience of the Council Members to ask for a
larger deductible or to give any scare that the County would have to cover a, you know,
handle a much higher level and load of its own risk. So we feel comfortable that from a
conservative standpoint, the one million dollar is a very fair and reasonable limit to ask
for.

COUNCILMEMBER JOHNSON: Okay, and, and my only reason for asking that is I just
wanted to know what the cost differential would be in terms of the actual savings if we
went up another 250,000 or if we went up another. . .you know, to 1.5. Just so that we
would know. . .what, what those amounts were.

MR. YOUNG: Yes...we did not ask for our insurance, you know, bidders to provide any
coverage estimates at the 1.25 million or anything above 1 million. . .dollars. So we
don’t know what the, a specific dollar cost savings would have been. But...we
are. . .certain that it would be quite considerable--as the difference is from. . .from
500,000 to 750 is quite sizable. We, we definitely know that the same proportionate
amount could be said if we were to raise it up to 1.25.

COUNCILMEMBER JOHNSON: Okay. Thank you very much.

CHAIR KANE: Thank you. Further questions? Mr. Hokama?

VICE-CHAIR HOKAMA: Maybe, would. . .you could also help us by telling us. . .besides the
savings, what are we paying...for these premiums at the current level and your
proposed. . .proposed levels?

MR. YOUNG: ... For the current year, this current fiscal year, we’re, we’re paying--

VICE-CHAIR HOKAMA: At the half-a-million dollar . . .

MR. YOUNG: Yes, right, a the --

VICE-CHAIR HOKAMA: .. .(inaudible). . .

MR. YOUNG: --half .. .(inaudible). .. deductible. Our premiums are well. . .oh, it’s about
900,000. Just to let the Members know that we’re currently solidifying the program for
the. . .you know, for the upcoming year. And at 500,000 deductible, because of the

Katrina effect as well as some other, you know, events that have occurred in the
insurance industry, that same level of coverage, we’re looking at somewhere in the
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neighborhood of about 1-point. . .was it 1.4 million, something--1.4 million for the entire
program. So there’s, there is some quite sizable difference. And again, it’s mostly
because of the, you know, some of the recent current events. What. . .what we found to
be most helpful if we had the flexibility-wise, is that we could diversify the County’s
insurance program. If there was a little bit more flexibility in terms of, say, the
deductible where we could have looked for some cost savings in different coverages. But
since the previous policy was already at the 500,000 limit, the current policy that we’re
looking to, you know, for the upcoming year, again will also be at the 500,000 deductible
limit unless there’s. . .you know, this ordinance is revised.

VICE-CHAIR HOKAMA: ... So. . .does the Department annually. . .update its policy or renew
its policy if we don’t enter into a multi-year agreement and then maybe spread out the
premiums over the term of the agreement--like a three-year program, five-year program?

MR. YOUNG: Yes, Mr. Hokama, as far as I recall from, as, as my tenure and I guess with the
tenure of Mr. Fujita, the County has always undergone an annual policy. So it’s, it has
not been multi-year. I’m not sure if there’s, if it has anything to do with, like, the
industry offerings or. . .if there’s other restrictions. But we’ve always done it annually.

VICE-CHAIR HOKAMA: Can we. . .consider multi-year agreements or insurance programs?
NOTE:  Silence.

MR. FUJITA: ... I believe. . .for this year. . .that it is a one year because the industry has
adjustments for things like Katrina. That the, the market is priced high. And that’s,
that’s another reason for us to look at the larger deductibles, because it’s expensive this
year. But from time to time, we do speak with the insurance specialist and, and our
agents about what they recommend. And from time to time we do consider these
multi-year agreement . . .(end of tape, start 2B). . . and kinds of policies. For example, on
the errors and omissions or bonds over. . .custody of cash and that kind of thing.

VICE-CHAIR HOKAMA: So that is currently a, an available option for, for the Department
and, and Administration. . .depending upon the...I, I would guess the financial
parameters that those insurance carriers. . need to work through. ‘Cause, you know, if
what 1 heard you share with us, correct, that the County of Maui has basically
not. . .benefited from its, its insurance problem, program because we haven't had. . .we’ve
had, what, two claims in the last ten years we’ve paid out?

MR. FUJITA: But you know, those--
VICE-CHAIR HOKAMA: .. .(inaudible due to interruption)--
MR. FUJITA: --two claims were the ones in excess of half million.

VICE-CHAIR HOKAMA: In excess, right. Uh. ..
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.. It doesn’t work like. . .automobile insurance, you don’t, you have no accidents for
X period, you get preferred status and therefore, you get a better premium rate because
the chance of you utilizing that insurance carrier to pay...is minimal compared to,
maybe, a more high-risk area or someone that has ten accidents in five years.

MR. FUJITA: Yeah. No, but there are that sort of adjustments, the retro-adjustments on these
multi-year policies. But from my recollection we have not had that kind of adjustments.
Usually when we go out for insurance, we do stay with a carrier for three or four, five
years. But. . .in recent years, it’s strictly been a one-year contract.

NOTE: Silence.

VICE-CHAIR HOKAMA: ... I heard Ms. Johnson, our colleague from West Maui, mention
about the natural disasters. So like this type of policy and something like Montana
Beach. . .we would not have the. . .‘cause. . .and Chairman, we understand some of the
confidentiality regarding the case so if I'm threading, you or Corporation Counsel needs
to caution me, please. Those kind of situations would not be covered by our policy?

... Whereby there’s a settlement of a dollar amount more than the deductible. . .so. . .that
wouldn’t be carried under our pro, policy, insurance program? Or it would be covered?

MR. FUJITA: That particular claim on Montana Beach--and there’s another one which
insurance companies are--

UNIDENTIFIED SPEAKER Disputing.

MR. FUJITA: --at the moment, are denying full coverage because it’s out of the scope of the
normal operations. And. . .on the County’s side. . .we are. . .protesting. . .that claim that
the insurance companies are saying maybe they won’t be including that in our coverage.
But it’s still on the fire.

NOTE: Silence.

VICE-CHAIR HOKAMA: ... Okay. Thank you for my opportunity, Chairman.

CHAIR KANE: Okay. Thank you. Any further question, Members, regarding the amendment
to the bill, specifically retention limits? We’re going from. . .a current 500,000 and
request up to a million dollars. And, again, as stated in the opening remarks, it’s a
flexibility issue--providing them up fo a million dollars. Doesn’t necessarily mean that
it’s always gonna be a million dollars.

UNIDENTIFIED SPEAKER: .. .(inaudible). . .

CHAIR KANE: Yeah, it’s “up to”. Yeah? Mr. Hokama, further questions?
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VICE-CHAIR HOKAMA: Just one, one question please, Chairman. Is there some kind of
reporting mechanism whereby you could give this Committee. . .a once-a-year status,
maybe either to, during budget deliberations or, or. . .uh. ..I, I'm not sure when you do
your RFPs and, and the timing of these renewals for, through the County, but I'd be
interested to see how it’s fluctuated on the premiums. . .over whatever period you have,
Mr. Young and Mr. Fujita.

MR. YOUNG: Certainly. We, we. . .Department of Finance, we wouldn’t have any problem
with providing you. . .a historical trend of what type of coverage we’ve, we’ve had for
what premium price. Certainly.

VICE-CHAIR HOKAMA: And, again, if you could add those. . .claims or, or settlements that
we’ve gone above where the insurance kicked in. That might be helpful. I, I see merit in,
in what you sharing with us this afternoon. But, you know, I'd like to have that also
supported by your documentation, please. Thank you, Mr. Chairman.

MR. YOUNG: .. .(inaudible). . .

CHAIR KANE: Mr. Hokama, you have . . .
... do you intend for the Committee to receive an annual report, so is that something that
we can draft an ordinance amendment to. . .to require that as an annual report? Or do you
wanna just see. . .from--

VICE-CHAIR HOKAMA: Well, I wasn’t sure--

CHAIR KANE: --from start ‘til now--

VICE-CHAIR HOKAMA: --Mr. Chairman--

CHAIR KANE: --kind of a point.

VICE-CHAIR HOKAMA: --if there’s something already within the Code that. . .if the, maybe
there’s another report that the Finance Department puts out that shares this information
and we just need to be directed to the appropriate documentation. But I would think it

would be helpful to us. You know, we talking . . .

. . very reasonable amounts of money. I, I believe I heard something just less than a
million for the annual premium. But I, for me, I would be interested to see.

CHAIR KANE: We’ll follow up with. . .a draft letter signed by your Chair to the Director
requesting some information. And based on the response, then we can determine whether
we can move forward with either. . .a request for an annual report or we can actually go
as far as doing an ordinance amendment requiring a, an annual report. And, again, like
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you said, there might be something already there that has the information, it’s just a
matter of us being directed or, or having that information highlighted within that report.
So we can work with Staff to get that information requested by and responded to by the
Department.

VICE-CHAIR HOKAMA: Thank you.
CHAIR KANE: Okay. Any further questions? Ms. Johnson?

COUNCILMEMBER JOHNSON: Um...while we’re going through or at least when I'm
reading through your excess liability explanations in the documentation or the exhibits
that, and has attached. . .what we’re speaking about now is all of the insurance, including
the reinsurance on all of these levels of coverage? Oris it...not. . .(laughter). ..

CHAIR KANE: ... Mr. Fujita?
MR. FUJITA: The ordinance refers to both our property and liability insurance.

COUNCILMEMBER JOHNSON: Okay. And you’re advising that currently what we pay
annually for all of our coverages through the County of Maui, everything is roughly
900,000?

MR. FUJITA: The liability portion is about 900,000. This contract that we’re negotiating for
this coming year is about. . .is about. . .a million-four-and-change.

COUNCILMEMBER JOHNSON: Okay. But that. . .that, you’re only talking about the liability
portion. ~ What about, let’s say, damage to property or...our own property
.. .(laughter). . . is this excluded or is it included?

MR. FUJITA: That’s included. And the amount of the property premium is about a
half-a-million.

COUNCILMEMBER JOHNSON: Okay, so that’s 500,000 in addition to roughly the 900,000?
MR. FUJITA: Yes.
COUNCILMEMBER JOHNSON: Okay.
...S0...that...
... I just wanted to be clear because, you know, when, when you’re looking at this. . .I
guess the other question that I would ask is because statistically we have such a high
deductible, the likelihood of claims is probably less frequent than if we had a lower

deductible . . .(laughter). . . So by playing the devil’s advocate, I would ask have you
kept a statistical. . .run of all of the claims and what the average threshold would have
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NOTE:

been so you know what that trigger point is? You know, so if it’s. . .if your average
claim is 100,000 dollars and your frequency increases, would it be better for us to pay a
higher premium where there’s a more frequent likelihood that we’d be able to collect?
Obviously, what they’re gonna do, though, is probably just from utilization, they’ll up
our premiums, then. So. . .anyway, I’d be really interested to find out where these trigger
points are in terms of the average claims and just look at it and see where we’re. . .maybe
we can, I guess, in a different way manage our claims a little bit better. Or at least look at
policies that might incorporate. . .I don’t know, a, a little bit different system than the one
that we’re using currently. Anyway, but you’ve not, to my knowledge, you’ve not done
the other claim statistics. Is that correct?

Silence.

MR. FUJITA: ... Yeah.

... Every year as a part of this analysis, when we go through auditioners, our premium
quotes, we do have a discussion with the agent on the different sections of coverage and
his recommendation if we should go self-insured in that area or to raise the deductible or
raise the limits, lower the limits, that kind of thing. So that’s a discussion that is really
inclusive of the loss histories. When we did the study back in 1990, the highest level of
loss for the. . .for the previous decade was at the highest point, a quarter million. Since
that time, with inflation, that number is still less than a half-a-million.

COUNCILMEMBER JOHNSON: Uh-huh.

MR. FUJITA: And since the, the last, say, ten years, we’ve seen only those. . .those only two

liability claims that went slightly above the half-a-million mark.

COUNCILMEMBER JOHNSON: Okay. And I, I guess the reason that I'm asking is because

it’s always helpful when you look at where most of your claims statistics lie, where are
most of your claims occurring, what’s the threshold, and then look at it over time and
what would you have paid out in terms of premiums had you had a deductible that would
have triggered a payment on that claim. And then do that analysis and say, well, you
know, at the end of ten years we’re still better off with the higher deductible or we're
better off with a lower deductible where the frequency has increased. So I'm just
looking. . .for a monetary or . . .(laughter). . . some kind of analytical. . .basis for making
judgment as to whether you’re better off at the higher or lower deductible. Okay.

MR. FUJITA: The next six months, we have other contract. . .that kind of statistical analysis

from. . .the current provider, agent, which is Aeon. And they have agreed to do a study
that will be looking at that kind of thing. And we’ll include these other recommendations
for risk management. And when we receive that, we’d be glad to share it with the
Council.
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COUNCILMEMBER JOHNSON: Yeah, and, and I guess, Mr. Chair, my other question would
be because you’re not turning in a claim, because you know what your threshold is you
know what your. . .I mean, if you had a 250,000 dollar loss, you’re gonna settle that.
Right? So you’re not gonna turn in a claim. How would they know, then, unless you’re
actually having them track every single incident. Is that what you’re doing? You're,
they’re tracking all incidents?

MR. FUJITA: We have under agreement with them that for claims that exceed 100,000,
that. . .we immediately at that point. . .start to provide them with the information.
Then. . .as that, that claim. . .goes on through discussions, debates and up through court,
that the insurance company would participate. But once it exceeds the deductible limit,
then the responsibility would then be transferred. But there is a lot of discussion and
communication as soon as it goes above that 100,000 threshold.

COUNCILMEMBER JOHNSON: Okay. Are they requiring you to, in order to track with loss
experience, are they requiring you to report that information so that they know what your
experience is?

MR. FUJITA: Yes.

COUNCILMEMBER JOHNSON: Okay . . .(laughter). . . Thank you, Mr. Chair.

CHAIR KANE: Thank you, Ms. Johnson. Any further questions on this item, Number 56,
Members, on the bill that’s attached to this item?

. . . Hearing none, Members, the Chair’s recommendation. . .is to propose. . .to adopt the
proposed bill as submitted and file County Communication Number 05-342.

VICE-CHAIR HOKAMA: So moved.
COUNCILMEMBER MOLINA: Second.

CHAIR KANE: It’s been moved and seconded by Members Hokama and Molina. Discussion,
Mr. Hokama?

VICE-CHAIR HOKAMA: No further discussion, Chairman.
CHAIR KANE: Any discussions, Members? Hearing none, all in favor say “aye”.
COUNCIL MEMBERS: Aye.

CHAIR KANE: Opposed? Let the record show unanimous with Member Anderson excused.
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VOTE: AYES: Councilmembers Carroll, Johnson, Mateo, Molina, Pontanilla,
Tavares, Vice-Chair Hokama, and Chair Kane.

NOES: None.
ABSTAIN: None.
ABSENT: None.
EXC.: Councilmember Anderson.
MOTION CARRIED.

ACTION: Recommending FIRST READING of bill and FILING of
communication.

CHAIR KANE: Thank you very much. Members, we have one final item for this afternoon’s
discussion, Item Number 36, interest rate on real property tax bill awards.

ITEM NO. 36: INTEREST RATE ON REAL PROPERTY TAX APPEAL AWARDS
(C.C. No. 05-229)

CHAIR KANE: Members, we did have a previous discussion on this item and we have made
some adjustments. And what we have before us is a revised proposed bill. . .if you can
take your moment to turn to Item Number 36? Thank you very much, Mr. Fujita, for
your presence this afternoon.

.. And. . .we also have Mr. Lance Okumura who’s available as a resource. If he’s
needed, we’ll call him forward.

... Members, we have the revised--excuse me, County Communication 05-229 from the
Director, transmitting a proposed bill to amend the interest rate by taxpayers who win
real property tax appeals from 8 percent to a rate determined by the Director, based on
the average rate of return on the County investments. We have made an adjustment, and
we have received by correspondence dated October 7, 2005 from Corporation Counsel, a
revised proposed bill that would allow, would amend the interest rate earned by taxpayers
who win real property tax appeals from 8 percent to a rate based on the average rate of
return on County investments during the previous calendar year. The revision, as you can
see is instead of having the Director make the determination, that the determination
would be based on the average rate of return on the County investments during the
previous calendar year. Opening remarks by our Direct. . Director of Finance.
Mr. Young?

MR. YOUNG: Thank you, Mr. Chair. Only that this measure--to refresh the Members’
memory--would go a long way in terms of making more equitable the County’s
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responsibilities to pay on these real property tax appeal claims to something more
comparable to what the County earns on its own monies. To reduce it from, where it
previous was 8 percent in the current ordinance to a rate that is based on what the County
actually earns on its investments. Which, at the present time, is considerably less than
8 percent. Thank you, Mr. Chair.

CHAIR KANE: Thank you. It's open for questions.

...Mr. Molina?

COUNCILMEMBER MOLINA: Thank you, Chairman. Good afternoon, Mr. Young. You

have any, you know, history as to why it was set at 8 percent instead of what, what you’re
proposing here today?

MR. YOUNG: Thank you, Mr. Molina. I, I don’t know the legislative history of why the

amount was set at 8 percent. It, it could, in. . .speculation, it could be either related to
HRS, statutory provisions, or it might have been a historical, a nominal amount that was
more common for the time. It could also be that 8 percent rate of return, given when the
ordinance may have been first constructed, may have been a reasonable rate of return that
the County may have earned. I think we can all remember when CDs earned 8 percent.
It’s only in recent memory that the savings rate is so low. And so, I think this makes it
more equitable for the County, as well as for taxpayers as well because it sets a rate
that. . .that they could expect to get elsewhere as well.

COUNCILMEMBER MOLINA: Thank you. Thank you, Chairman.

CHAIR KANE: Thank you. Any further discussion or, excuse me, questions to the

Department?

. . . Hearing none, Members, the Chair’s recommendation is to approve the revised
proposed bill that is before this body and to file County Communication 05-229.

VICE-CHAIR HOKAMA: So moved, Mr. Chairman.

COUNCILMEMBER TAVARES: Second.

CHAIR KANE: It’s been moved and seconded by Members Hokama and Tavares. Discussion?

.. . Hearing none, Members, all in favor say “aye”.
COUNCIL MEMBERS: Aye.

CHAIR KANE: Opposed? Let the record show unanimous, Member Anderson excused.
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VOTE: AYES: Councilmembers Carroll, Johnson, Mateo, Molina, Pontanilla,
Tavares, Vice-Chair Hokama, and Chair Kane.

NOES: None.
ABSTAIN: None.
ABSENT: None.
EXC.: Councilmember Anderson.
MOTION CARRIED.

ACTION: Recommending FIRST READING of revised bill and FILING of
communication.

CHAIR KANE: ...Mr. Young, thank you very much for your presence. Mr. Ginoza, thank you
very much. Members, we have finished the Committee’s business for the day. Any
announcements by any of the Members? Seeing none, Members, thank you very much.
Time now is 3:41. This Budget and Finance Committee meeting for December 5™ is
adjourned . . .(gavel). . .

ADJOURN: 3:41pm.

Budget and Finance Committee

bfimin:051205 Transcribed by: Camille Sakamoto
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